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PENNY ELIMINATION IN ACCOUNTING RECORDS — 
A CASE REPORT 
By E. C. Jordan 

Mr. E. C. Jordan is the manager 
of Arthur Young & Company. He had ten years of 
industrial accounting experience prior to his association with 
Arthur Young & Company. Mr. Jordan is a member of 
the National Association of Cost Accontants and President 
of the Wisconsin Society of Certified Public Accountants. 


SHALL WE MECHANIZE 

By D. B. Watson : aetelecuediceueasts uae omedatiae water, 
Mr. D. B. Watson was born in England and graduated 
from London University. He was articled to a Chartered 
Accountant until interrupted by war. He trained as a 
parachutist and served with lst British Airborne Division 
as major in Africa, Sicily, Italy, Holland and Germany. He 
was awarded the M.B.E. and twice mentioned in despatches. 
On his discharge he joined Philips Radio in England as 
methods engineer. Mr. Watson came to Canada in 1947 
and after spending one and a half years with Remington 
Rand as punched card system engineer, he joined the firm 
of J. D. Woods and Gordon Ltd. in 1949 as management 
consultant, specializing in office systems. 


A RECORD RETENTION AND DESTRUCTION 
PROGRAM 
By Eugene R. Harrison aa rae ten nea tng Saree en 
Eugene R. Harrison is Systems & Methods Supervisor 
of Deere & Company. He is a College of Commerce 
graduate, University of Illinois and prior to assuming his 
present position he was salesman for Underwood Elliott 
Fisher Co. and Cost Accountant, Voss Bros., Manufacturing 
Co., Davenport, Illinois. 
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SOCIETY NOTES 

















1952 COST AND MANAGEMENT CONFERENCE 


The 31st Annual Meeting and Cost and Management 
Conference will be held in the City of Vancouver on June 24th, 
25th and 26th. Our host will be the B.C. Society and the 
Conference Committee, headed by Thos. A. Kennedy, has 
already planned excellent accommodations and entertainment. 
Headquarters of the Conference will be the Georgia Hotel, 
with additional rooms being reserved at the Hotel Vancouver. 

A program of unusual variety is being arranged. Three 
technical sessions of interesting and significant papers will deal 
with the central theme: “Managing To-day’s Dollar”. This is a 
subject which is uppermost in the minds of every financial 
executive, and should be productive of some very enlightening 
discussion. 

A special effort is being made this year to provide more 
time for entertainment and sightseeing and, of course, a special 
program is being arranged for the ladies. Words are inadequate 
to describe the scenic beauty that surrounds this western 
metropolis. Pictures alone can give some indication of the 
majesty of the snow-capped mountains that form a backdrop to 
the city, the many colourful drives and gardens, or depict the 
panoramic view of the busy harbour. The committee has 
therefore arranged to mail to all members a pictorial booklet of 
the city and its surroundings which: will be the scene of our 
1952 Conference. 

A break from precedent has been made this year in that the 
Conference will open on a Tuesday and wind up on Thursday. 
This has been done to permit the members in the Eastern 
Provinces to make use of the week-ends for travelling to and 
from the Conference and allow some time for sightseeing 
enroute. For those who can take the extra time, a trip to 
Victoria is being arranged for Friday, June 27th. 

Supporting Mr. Kennedy on the Conference Committee are 
the following: 

Technical Sessions — Donald B. Grant, Vancouver Iron Works 

Ltd., Vancouver, B.C. 
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Programme — A. C. Coopland, Canadian Sumner Iron Works 
Ltd., Vancouver, B.C. 

Finance — H. V. Cox, MacMillan Industries Ltd., Vancouver, 
B.C. 


Publicity — R. L. Burley, T. Eaton Co. Ltd., Vancouver, B.C. 


Equipment Show — C. H. Davis, Public Accountant, Vancouver, 
EG. 


SASKATCHEWAN SOCIETY HAS LARGE STUDENT REGISTRATION 


Last October, the Extension Department of the University 
of Saskatchewan conducted Evening Lecture Classes in the 
Primary subjects of the R.I.A. course in Saskatoon, Regina and 
Moose Jaw (C. & M., September 1951). Registration exceeded 
all expectations with 70 students signing up for a total of 99 class 
registrations. 

This is a remarkable achievement and will make a most 
valuable contribution to accounting education in the Province 
of Saskatchewan. Our sincerest congratulations go to the 
Extension Department of the University and the officers of the 
Society. 


THE SIXTH INTERNATIONAL CONGRESS ON ACCOUNTING, 1952 


Nine Societies of Accountants in Great Britain and Ireland 
will jointly sponsor the Sixth International Congress in Ac- 
counting to be held in London from 16th to 20th June, 1952, 
and will act collectively as hosts. 

All the sessions of the Congress will be held at the Royal 
Horticultural Hall, Westminster, London. The following sub- 
jects will be discussed: 

Fluctuating price levels in relation to accounts. 
Accounting requirements for issues of capital, 
The accountant in industry. 

The accountant in practice and in public service. 


eer PP 


The incidence of taxation. 


An invitation has been extended to accountants in Canada 
to attend. Members of the Society who wish to take advantage 
of this invitation are requested to communicate with the 
Secretary-Manager for further information. 
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New Members 


NON-RESIDENT BRITISH COLUMBIA 
Trevor R. Punnett, Storms Contracting Co. (Pacific) Ltd., Osoyoos, 
Bc. 


HAMILTON CHAPTER 
William S. Gulliver, Canadian Westinghouse Co. Ltd. 
John Paul, Ford Smith Machine Co. Ltd. 
George J. Kopulos, Innsville Hotel, Winona 
A. Wallace Smith, S. R. Reid, C.A. 


KINGSTON CHAPTER 
Frank R. Ohlke, Jr., Canadian Locomotive Co. Ltd. 
Edward Roy Birkett, Canadian Industries Ltd. (Nylon Div.) 
Ralph S. Christian, Canadian Industries Ltd. 


KITCHENER CHAPTER 
Harvey E. Moyer, Leland Electric Canada Ltd., Guelph, Ont. 
Edward A. Carter, Leland Electric Canada Ltd., Guelph, Ont. 
Roy E. Hinton, Shurly Dietrich Atkins Co., Galt, Ont. 
R. Warren McMurray, Biltmore Hats Ltd., Guelph, Ont. 
Peter Manfini, Mitten Industries Ltd., Galt, Ont. 
Thaddeus Janik, 55 Wellington St. N., Kitchener, Ont. 


LONDON CHAPTER 
Eric A. Jones, Empire Brass Mfg. Co. Limited 
Allan R. Brand, London Motor Products Ltd. 
W. J. D. Clements, Minnesota Mining & Mfg., Canada, Ltd. 


NIAGARA CHAPTER 
Francis A. Goldspink, Atlas Steels Ltd., Welland, Ont. 
William W. Burnett, The Canadian Shredded Wheat Co. Ltd., Niag- 
ara Falls, Ont. 
Gerald N. Pepper, Canadian Shredded Wheat Co. Ltd., Niagara Falls, 
Ont. . 


OTTAWA CHAPTER 
Charles G. Anderson, A. A. Crawley & Co. 
Paul J. McNally, Woods Mfg. Co. Ltd., Hull, Que. 
Maynard R. Dennison, Woods Manufacturing Co. Ltd., Hull, Que. 
Glenn K. Boyd, Dept. of Transport, Public Weather Office 
Samuel Ages, Treasury Office, Dept. of Agriculture 
Bernard S. Cox, Dept. of Public Printing & Stationery 
Maurice D. Perrier, The Singer Mfg. Co., Thurso, Que. 
Robert L. Smith, Instruments Limited 
Charles T. Foad, Instruments Limited 
Ronald E. Burgess, Instruments Limited 
William Murray Griffithe, Dom. Govt., Cost Inspection & Audit Div. 
Frederick W. Stremes, Dom. Govt., Cost Inspection & Audit Div. 
John A. Cross, B.A., Armstrong & Co. 
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NEW MEMBERS 


PETERBOROUGH CHAPTER 
Leslie A. Reid, Canadian Nashua Paper Co. Ltd. 
William J. Dietrich, Western Clock Co. 


TORONTO CHAPTER 
Mrs. Helen M. Shields, T. Eaton Co. Ltd. 
Roland J. Flemming, Canadian Triangle Wire 
Bruce G. Farmer, Canadian Kodak Co. 
Alexander J. Blanchard, B.A. Oil Co. Ltd. 
William Park, Ryerson Press 
Charles Shears, Frigidaire Products of Canada Ltd. 
Miss Verna A. Howat, Eastern Steel Products Ltd. 
Norman K. Guttormson, Ferranto Electric Ltd. 
Vladimir Sucharda, Steba Mfg. Co. Ltd. 
Richard G. Rauenbusch, St. Paul’s Church 
Gordon Spies, Allcock, Laight & Westwood Co. Ltd. 
Brian E. Coulthard, W. F. Houston & Co., C.A. 


NON-RESIDENT ONTARIO 
Paul E. Dalton, Canadian Industries Ltd., Cornwall, Ont. 
Denis James Gill, Renabie Mines Ltd., Renabie P.O., Out. 


EASTERN TOWNSHIPS CHAPTER 
Douglas Wheeler, Dominion Burlington Mills, Sherbrooke, Que. 
William Smith, J. S. Mitchell, Sherbrooke, Que. 
N. T. Hunter, Sherbrooke Auto Electric Inc., Sherbrooke, Que. 


MONTREAL CHAPTER 
Gordon Fox, Appel, Ticoll & Co. 
J. L. Van den Bosch, International Civil Aviation Organization 
Ronald Pepperdine, Wm. R. Cartledge, C.A. 
L. V. Park, T. B. Little Papers Ltd. 
John Kurdyla, The Sherwin-Williams Co. of Canada Ltd. 
R. T. Kinsella, The Sherwin-Williams Co. of Canada Ltd. 


ST. MAURICE VALLEY CHAPTER 
G. R. Dessureault, Grand’Mere Handcraft Co. Ltd. 
A. S. P. Beel, Shawinigan Chemicals Ltd. 





ACCOUNTANT WANTED 


Smelting, Refining and Manufacturing plant requires 
an Accountant to understudy Chief Accountant. Applli- 
cant must be capable man with several years experience 
in similar capacity. 

Applications will be treated in strict confidence and 
should contain all pertinent information as to qualifica- 
tions, experience, references, etc. 


Reply Box 24, Cost and Management 
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Ryroll calculations 
ina twinkling by the 
friden Calculator- 


The Thinking Machine 












Automatically 


# takes work 
out of figure-work 





Watch the Friden Automatic Calculatee 
handle a payroll and you'll realize 
its unmatched flexibility and capacity 


e 
for all kinds of “figure thinking”. Every = 
computation — straight time, overtime, 
take-home pay, payroll recap — performed 


automatically and with uncanny speed 
y 7 THE THINKING MACHINE OF AMERICAN BUSINESS 


@ Exclusive features enable the Friden te 
handle more steps im figure-work without oper 
ator decisions than any other calculating machine 
ever developed. 

Once the operater sets a problem on the key- 
board —and touches the proper keys—no addi- 
tional human motions are required. The Friden 
automatically “thinks eut” accurate answers. 


F RIDEN CALCULATING MACHINE AGENCY 


Canadian Distributors: JOSEPH McDOWELL & CO. 


You and the Friden Man will discover important 
applications of Friden “figure thinking” in terms 
of your own business. 

Figure on a Friden NOW—phone or write the 
Friden Man near you. Friden sales, instruction 
and service available throughout the U.S. and 
the world. FRIDEN CALCULATING MACHINE CO., INC. 
San Leandro, Calif. 

© Friden Calculating Machine Co., Ina. 


Confederation Life Building, Toronto, Ontario 
Sales and Service in all principal cities. 

















COST AND MANAGEMENT 


Chapter Notes 


TORONTO STUDENT SECTION 


On November 15th, the student section of the Toronto Chapter held 
its second meeting of the season. This was held in the Hearthstone and 
the attendance was 59, which included 20 Senior members and guests. As 
this was a management night, student members had been asked to invite 
their immediate superiors and any member of their firm’s management, 
for the purpose of showing them the manner in which Student meetings 
were conducted and the program they were carrying out. 

The evening was in the way of an experiment, by Mr. M. C. Coutts, 
R.1.A., Assistant Comptroller, Sangamo Co. Limited. It was Mr. Coutts’ 
idea to have the whole evening devoted to a group question and answer 
program. Mr. Coutts presided as Chairman of the question period, assisted 
by Mr. R. McLaughlin, R.I.A. 

The meeting was divided into mixed groups of senior members, guests 
and students. Each group was asked to spend ten minutes identifying the 
two major questions or problems of concern to them under the general 
theme of “Toward a More Effective Management Job”. The questions 
were analyzed by Mr. Coutts and Mr. McLaughlin with a view to further 
defining the major questions of concern to the meeting. The groups then 
spent fifteen to twenty minutes arriving at answers and/or useful sug- 
gestions in respect to the questions. The reports from the groups were 
commented on by Mr. Coutts and Mr. McLaughlin. 


TORONTO CHAPTER 


As is customary, the December meeting of the Toronto Chapter was 
our annual plant visit at which time we were the guests of the Inter- 
national Business Machines Co. Ltd., at their new plant located on Don 
Mills Rd., Toronto. 


The intricacies and thoroughness applied to the production and 
assembly of the various products was truly a revelation to us all and 
there was no doubt that the visit proved instructive and informative to all 
in attendance. 

After the tour was completed the I.B.M. provided a splendid dinner 
for the 140 Chapter members and friends, and the sincere thanks of the 
Chapter was well expressed by our chairman, R. A. MacLean. 


WINNIPEG CHAPTER 


The Winnipeg Chapter of the Society of Industrial & Cost Accountants 
held a dinner meeting on Friday, November 23rd, 1951, at the Concordia 
Club, to elect a slate of officers and to formulate plans for future meetings. 

This new Chapter added to the others across Canada is made up of 
members of the first class of R.I.A.’s to be graduated in Manitoba since 
incorporation of the Manitoba Society in 1947. 

The directors of the Chapter plan to arrange social meetings to main- 
tain interest, fellowship and education in accounting problems amongst 
graduate and student members. 
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endl nach Renadiianch hanubiiens thane kaaniitnnnlt hema tama kematiandl henattbamahbeeatbana kaeh tenes heal kuaaeiisaad anak tena nema nanak ieee head heen 


By N. R. BARFOOT, R.1.A. 
TARIFF EASEMENT 


The way is now cleared to remove temporarily all U.S. Tariff barriers 
against defence sub-contracts placed by U.S. firms in Canada. 

This could affect some millions of dollars worth of orders. 

Prime contracts have always enjoyed free entry to the U.S., but there 
are relatively few such orders in Canada. 

U.S. transport officers are empowered to execute clearance certificates. 

This should be of interest to Canadian manufacturers filling orders in 
the U.S. and will certainly help the two North American countries make 
the most economic use of their combined resources. 


DEFENCE SPENDING 


Actual cash outlays for the defence program in Canada in the last six 
months of the fiscal year will run 85 millions per month as against 40 





SS, 

















millions presently. 
Here are the details of the money spent in the first half of the year:— 


Aircraft . ee sasoaneindes ....... 100 Millions 
Tank and Automotive ... . ... 60 
Weapons . a blibias Oonekcieuaness 30 o 
Ships . we santeeadsaswacaeets coe. 20 me 
Ammunition sa Sbabensaies wistsees 20 ” 
Electronics spcaseealecesd wesiee AO ” 
Construction and Supplies 70 7 
Food, Clothing, etc. ........ . 28 i 
Fuel . Seite dtutaieme chasyaenees iss ~ 8 ” 


THIRD QUARTER BUSINESS 
Fewer businesses have been failing in recent months, but those that 


have, have been falling harder. 
Generally speaking, business has been weathering credit restrictions; 
consumer resistance and material shortages very well. 
Total number of failures were 174, with liabilities of 5.7 millions. 
Manufacturing Failures 39 Liabilities—1.3 Millions 


Rental Failures 81 —1.3 - 
Construction Failures . 24 7 —1.2 ” 
Wholesale Trade Failures . 20 - —1.6 o 
Commercial Services 

Failures 10 . — 3 7 


U.K. IMPORTS 


The United Kingdom has made a decision to cut back on imports. This 
is not only a general cut on foreign goods, but a complete re-orientation of 
U.K. trade for export, on such things as electronics, etc. 
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Under import control are some 50 key items formerly under general 
because almost 50% is concerned with processed foods, meats and cheeses 
formerly bought in Europe. 

All new building has been frozen for three months. 

To date this year, U.K. imports have been running 50% ahead of last 
year. About 12 billions worth would have been imported if the present 
trend had been maintained. Chiefly, Britain’s spending in the sterling area 
and in Europe were out of bounds. This suggests an exchange problem, not 


a dollar crisis. 
DEFENCE DEPRECIATION 


The latest news indicates that accelerated depreciation will not be 
allowed as a cost in defence contracts. 

The new terminology for accelerated depreciation is additional capital 
allowance. 

It will be allowed for Income Tax purposes to the extent that the asset 
is completely disposable over a period of four years or up to the extent 
of the residual balance of the asset in this period. It will no longer be 
allowed as an item of cost. 

Government thinking is that the present target figure of a standard 
profit of 712% is based on not permitting accelerated depreciation as an 


element of cost. 
STEEL CONTROLS 


Full end use control of steel is certain in Canada. 

Already some of the biggest users have had to submit 1952 require- 
ments to Ottawa and 25% cutbacks have been ordered. 

If the Korean peace news becomes firm, there may be plenty of steel 
by next Fall, but at the moment the supply situation is serious. 

The Controlled Materials Plan in the U.S. puts every ton of steel, in- 
cluding the million tons to be shipped to Canada under rigid control. 

Canada has been allotted 415,000 tons in the first quarter and this has 
brought about the cutback. 


HAND WRITTEN “MECHANIZED PAYROLL” 


A new Payroll System called Multi-Matic consists of a board which 
automatically aligns all the necessary forms over one another and holds 
them in place, along with the necessary carbons, so that one entry affects 
all the forms. 

The Payroll Journal is fastened to the board and covered with a carbon 
paper. The Employees Statement of Earnings and Deductions is then 
placed in a clamp which aligns it with the proper columns of the Journal, 
and the Wage Record Card follows that in its clamp. 

As an entry is made to the Wage Record Card it goes through to the 
other forms, and there is obviously no chance of all the forms not being 
in agreement. The check, which is part of the Employees Statement, is 
then put through a checkwriter and sent in for signing. An Addressograph 
machine is used to fill in the name of the employee both on the Journal 
and on the check. It is as simple and fast as that. 

For small Payroll Departments, this particular application is worthy 
of investigation. 
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CURRENT ARTICLES OF INTEREST TO INDUSTRIAL ACCOUNTANTS 


ADVERTISING AGENCIES 
ACCOUNTING PROBLEMS OF ADVERTISING AGENCIES AND RELATED AUDITING 
PROCEDURES, by Melvin N. Gelber, C.P.A. and Joseph M. Geller — The N.Y. 
Certified Public Accountant, October 1951. 


CAPITAL 
INCENTIVE PLAN CUTS CAFETERIA LOSSES, by G. S. MacKay and E. C. Weirick — 
Factory Management and Maintenance, November 1951. 


COST ACCOUNTING 
HAS COST ACCOUNTING COME OF AGE? by S. Paul Garner — N.A.C.A. Bulletin, 
November 1951, Sec. 1. 
FINANCIAL STATEMENTS 
THE “FUNDS” STATEMENT RE-EXAMINED, by Robert H. Gregory, C.P.A. — The N.Y. 
Certified Public Accountant, November 1951. 
GOODWILL 


COMMERCIAL GOODWILL (Arthur Capper Moore Research Lecture 1951), by A. 
Keith Sangster, L.L.B., A.F.I.A., A.C.1.S. — Federal Institute of Accountants. 


INSURANCE 
PROBLEMS AND DUTIES OF AN INSURED FOLLOWING A FIRE (Part 1), by C. H. 
Buchanan, B.A. — The Federal Acc tant, September 1951. 








INSURANCE COMPANIES 

UNIFORM EXPENSE ACCOUNTING IN FIRE INSURANCE INDUSTRY, by Thomas C. 

Morrill — The Journal of Accountancy, November 1951. 
INVENTORIES 

ECONOMIC FACTORS IN SELECTING LIFO, by Alfred C. Boni — The N.Y. Certified 
Public Accountant, November 1951. 

TECHNIQUES OF LIFO RECORD-KEEPING, by Joseph A. Dowling — The N.Y. Certi- 
fied Public Accountant, November 1951. 

HAS LIFO RAISED OR SOLVED ACCOUNTING PROBLEMS? by Gregory M. Boni, 
C.P.A. — The N.Y. Certified Public Accountant, November 1951. 


LABOR 
INDIRECT LABOR MEASUREMENT AND STANDARDIZATION, by J. W. Gavett — 
N.A.C.A. Bulletin, November 1951, Section 1. 


LAW 
PRINCIPLES OF ENGLISH LAW OF CONTRACT, by Rt. Hon. Sir William R. Anson — 
The Carswell Company, Limited. 
MAINTENANCE 


A PLANT MANAGER’S PROGRAM FOR MAINTENANCE CONTROL, by W. C. Zinck — 
Factory Management and Maintenance, November 1951. 


OIL 
RESEARCH ACCOUNTING IN AN OIL COMPANY, by Hugh Connolly — N.A.C.A. 
Bulletin, November 1951, Section 1. 


ACCOUNTING FOR GEOPHYSICAL EXPLORATION, by B. R. Yeager — N.A.C.A. 
Bulletin, November 1951, Section 1. 
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CURRENT ARTICLES OF INTEREST 


PETROLEUM PRODUCTS 
COSTING METHODS FOR NATURAL GASOLINE, by J. W. Lemay, Jr. — N.A.C.A. 
Bulletin, November 1951, Section 1. 
PRODUCTION CONTROL 
PRODUCTION CONTROL, by Bruce A. C. Hills, M.B.E., B.Sc. — The Cost Accountant, 
November 1951. 
SMALL BUSINESSES 
STANDARD COST ACCOUNTING FOR THE SMALL MANUFACTURER, by J. S. Gustaf- 
son, C.P.A. — The N.Y. Certified Public Accountant, October 1951. 
STANDARD COSTS AND COSTING 
STANDARD COST ACCOUNTING FOR THE SMALL MANUFACTURER, by J. S. Gustaf- 
son, C.P.A. — The N.Y. Certified Public Accountant, October 1951. 
EXPERIENCES IN APPLYING STANDARD COSTS FOR JOB PRODUCTION, by C. E. 
Power, F.C.W.A., A.C.A. — The Cost Accountant, November 1951. 
STANDARD COSTS, by B. S. Slade — The Chartered Accountant in Australia, Sep- 
tember 1951. 
STANDARDS 
COSTS AND PRODUCTION STANDARDS (Part VI), by Harold B. Williamson — The 
Australian Accountant, September 1951. 
THEATRES 
ACCOUNTING FOR THEATRICAL PRODUCTIONS, by William Barnett — The N.Y. 
Certified Public Accountant, November 1951. 





Personals 


Walter H. Furneaux, R.LA. has been appointed vice- 
president in charge of manufacturing, Aerovox Corp., New Bed- 
ford, Mass. Mr. Furneaux was formerly vice-president and 
manager of Aerovox Canada Ltd., in Hamilton, Ontario. He 
is a past president of Canadian Society and is presently honour- 
ary treasurer of the Ontario Society. 

Charles R. MacFadden, R.A. has been promoted to 
assistant secretary and treasurer of National Sea Products Ltd., 
Halifax, N.S. Mr. MacFadden is president of N.S. Society and 
a member of Co-ordinating Executive Committee of the Cana- 
dian Society. 

Hugh MacDiarmid, R.I.A. has joined the staff of Ford 
Motor Co., in Detroit, as a cost analyst. Mr. MacDiarmid was 
formerly secretary-treasurer of Firth Brown Tools Ltd., of Galt. 
He is immediate past chairman of the Kitchener Chapter and 
is presently honourary secretary of the Ontario Society. 

It is with much regret that we announce the death of Mrs. 
A. A. (Salka) Sterns, beloved wife of Dr. A. A. Sterns. Dr. 
Sterns is director of studies of the Ottawa Chapter, and to him 
we extend our sincere sympathy. 
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Penny Elimination in Accounting Records 
A Case Report 


By R. C. JORDAN 


Manager, Milwaukee Office, Arthur Young & Co. 





Here is a case report on the savings realized by a 
company which converted to the principle eliminating 
cents from account records. The author briefly outlines 
the process followed in applying this principle to the 
subject company. 











There is to-day almost universal acceptance of the pro- 
priety of preparing financial statements with the figures stated 
at the nearest dollar amount. It is usually agreed that this 
practice makes statements easier to read and understand. The 
written figures are in this way brought closer to the manner in 
which they are thought of or spoken about. 

Granted an almost total eclipse of pennies in financial state- 
ments it may be useful to wonder why they are so generally 
honored in the accounting records themselves. It is true that 
there have been departures from this practice, as reported in 
articles which have appeared in accounting publications, but it 
is safe to assert that in a vast majority of recordings of business 
transactions pennies persist. 

This case report has been written to describe the elimi- 
nation of pennies from all of the profit and loss accounts and 
most of the asset and liability accounts maintained by a na- 
tionally known corporation, a recent convert to the method. The 
principles invoked in this case may find useful application in 
other situations. The corporation whose experience is described 
herein has annual sales in excess of $100,000,000 and several 
thousand employees. It maintains approximately 3,000 ledger 
accounts of which 2,500 are revenue and expense accounts. 
Elaborate analyses of operations are prepared and comparisons 
made with budget figures. External transactions — with banks, 
vendors, customers, employees and others — must be carried on 
in exact amount and these records — cash, accounts receivable, 
accounts payable and payroll — were not changed, In the re- 
maining accounts, which are maintained primarily for internal 
use, pennies have little, if any significance. The volume of 
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transactions in these accounts makes up a large portion of the 
total; with few exceptions, the accounts and their subsidiary 
records were adaptable to penny-less accounting. These include 
income, expense and cost records, inventories, fixed assets, in- 
vestments, deferred chargs and accrued accounts. 


Benefits of Penny Elimination 


The primary benefits which the company foresaw, and 
which in large part have been realized, were savings in time and 
costs. At the same time operating statements and internal re- 
ports were improved in appearance and readability and difficul- 
ties in meeting schedules for their preparation largely dissipated. 


A possible objection on the part of personnel was avoided 
at the start by announcing that the installation of the methods 
would not result in dismissal of any employees. It is, of course, 
expected that some staff reduction will be effected eventually as 
employees leave for other reasons and duties are realigned, but 
sudden upsets have not occurred. A high degree of acceptance 
and enthusiasm has thus been engendered among the employees; 
in fact, clerical employees have made several useful suggestions 
for additional applications. 


Savings in cost result primarily from the reduction in over- 
all time required in handling an accounting transaction. These 
savings show up initially in reduced overtime pay until such 
time as personnel resignations or retirements begin to have an 
effect. 


It is to be anticipated that the time required in posting and 
adding will be reduced about 40% in typical transactions in 
which the figure contains five digits of which two are eliminated. 
The company has found that an even greater saving may appear 
in practice due to the fact that smaller numbers are proportion- 
ately easier to handle. This may be illustrated by a test which 
was conducted. A listing of several sheets of inventory usage 
charges (with pennies), containing individual account accumu- 
lations and totals, was selected. A clerk was timed in posting 
and proving the totals (a) with pennies exactly as listed and 
(b) in closest dollar amounts from the list of exact figures. A 
comparison of elapsed time in minutes showed the following: 
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With Without 


Pennies Pennies Saving 
re 17 43% 
Checking Totals 22 9 60% 

52 26 50% 


The savings in posting are in ratio to the reduced manual work. 
Checking totals resulted in a greater than proportional saving 
which may be partially explained by the fact that the clerk 
could operate a machine by touch for three digits, but for five 
digits had to look at the keyboard. Another factor is that the 
memory necessary in transferring amounts to the machine is 
considerably less for the smaller figure. Still another factor is 
that additions of five digit columns are usually done on a 
machine whereas three digit columns can often be moré quickly 
added mentally. 

Other tests have indicated that total machine time for 
creation of cost and expense distribution tickets has been cut 
15%. 

Summarizing and distribution of payrolls formerly re- 
quired one clerk two weeks per month. This time has been re- 
duced over 50%, and summaries for posting are ready before 
the month-end work peak. This particular operation makes use 
of the following major factors which contribute to economy in 
penny-less bookkeeping: 

(a) Numbers processed are usually small, seldom ex- 

ceeding $1,000 and often under $10; maximum volume 

savings result. 

(b) Each number receives multiple processing; cumulative 

savings are thus possible. 

(c) The operation has been so simplified that several sub- 

controls have been eliminated with no loss in accuracy. 

Taking off and preparing monthly statements formerly re- 
quired twenty-five to thirty hours of overtime between closing 
and issuance of statements. The same time schedule is now 
maintained without overtime with a saving of 50% in total 
time. 

Another facet of time reduction is that fewer errors are 
made and less time is spent in locating ihose that are made. In 
clerical operations, efficiency results from the proper balance 
between speed and accuracy. Excessive speed and work pres- 
sure can result in an abnormal incidence of errors. Unproductive 
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time spent tracing errors can materially reduce the quantity of 
completed work in a given period. Elimination of pennies has 
eased the work pressure with a resultant decrease in errors. The 
opportunities for errors have also been lessened. Note the fol- 
lowing examples: 





1 2 3 4 
$805.81 $805.81 $806 $806 
4.29 4.29 4 4 
20.36 20.36 20 20 
$829.46 $830.36 $82 $820 


In the first, the $1 footing error is noticeable but well 
camouflaged by the pennies. In the second, the 10¢ error is even 
less obvious. Neither is likely to be picked up without columnar 
addition. In contrast, the $1 and $10 errors in columns 3 and 4 
are obvious at a glance; no opportunity exists for errors in 
pennies. 

In the aggregate, of course, savings have been considerably 
less than might be inferred from the above examples since many 
records were necessarily continued on the old basis. An accurate 
estimate of total time saved in the entire accounting department 
is difficult, but 10% is considered conservative. 

The facility in preparing easily read monthly operating 
statements and other internal reports has been a large con- 
sideration. As mentioned, time has been saved. One minor 
difficulty has been dispensed with in that formerly it was 
necessary to “squeeze” figures of $10,000,000.00 and over into 
the columnar forms. But further, the statements present a more 
logical and finished appearance. Operating figures have always 
been evaluated primarily by reference to the adjacent budget 
column in which figures are stated in even hundreds of dollars. 


In addition to internal reports and statements, a substantial 
saving is expected in the preparation of tax returns, not only 
Federal income tax returns but the many required by the various 
states and cities in which the company does business and which 
require financial statements of some form. The Bureau of In- 
ternal Revenue has informally approved the lack of pennies in 
Federal income tax returns and it seems obvious that a similar 
attitude will be taken by other taxing authorities . 
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PENNY ELIMINATION IN ACCOUNTING RECORDS 
Application of Penny Elimination 


The company has a number of operating divisions but 
most of the accounting is centralized in New York under the 
comptroller’s department. The New York accounting unit has 
thirty-seven employees (in addition to separate units for budget- 
ing, internal auditing, taxes, credits, investments, and systems). 
There are approximately 14,000 postings made to 3,000 ledger 
accounts each month of which two-thirds represent distribution 
of charges from vendors’ invoices and other payment vouchers, 
the balance being from journal entries (which include summari- 
zations of sales and cash receipts). Approximately 4,000 checks 
are drawn each month in payment of 10,000 invoices. 

Under the existing system, it was evident that the greatest 
savings were to be obtained in the ledger accounts and in the 
postings thereto. It was thus necessary to round out all possible 
amounts at the earliest possible stage, i.e., prior to the prepara- 
tion of posting media. 

It was decided that certain ledger accounts should continue 
to carry pennies. These are the accounts in which transactions 
with outside persons are recorded, i.e., cash, accounts receivable, 
and accounts payable. Even these are rounded out at the end of 
the year by a final journal entry (which is reversed in the next 
year) so that annual statements can be prepared directly from 
the books. An eliminated pennies account was established in the 
general ledger under deferred charges as an overall balance 
control. From experience to date, it may be inferred that the 
balance in this account will never become material, the balance 
after six months being less than $100. 


In all elimination of pennies at the source the rule has been 
established that amounts of 51¢ and over are rounded upwards, 
amounts of 49¢ and under are dropped, and amounts with 50¢ 
are stated to the nearest even dollar figure. Thus the principle 
of “offset” has been put to work. 

Since the most extensive application of penny-elimination 
was in the case of the charges resulting from payment of ven- 
dors invoices and other charges, the steps taken are described 
below. Expense reports, imprest fund reimbursements, and cash 
payments other than on invoices are handled by the company 
in the same manner as vendors’ invoices. 


Invoices are accumulated in the accounting department for 
payment. No entries are made until the check is drawn except 
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for invoices unpaid at the month-end which are recorded by a 
journal entry (and reversed in the following month.) Invoices 
from a single vendor are grouped for a single payment. Dis- 
tribution of charges from each invoice are manually posted to a 
distribution sheet which is affixed to the group of invoices (if 
only one invoice is involved a distribution sheet is not needed or 
used). 


Under penny-elimination the distribution of charges shown 
on each invoice is made in dollars with the requirement that the 
total of distributions for each invoice be within a dollar of the 
exact amount. Distributions to the few general ledger accounts 
retaining pennies continue to be made in exact amounts, After 
the distribution amounts have been carried to the distribution 
sheets, the total on these sheets is required to be within $2 of 
the exact amount for the underlying invoices. (The distribution 
sheet also contains in exact figures the total for the attached in- 
voices, the total cash discount, and the net amount payable.) 


At this point pennies have been eliminated and the pro- 
cessing of the invoices for preparation of key-sort posting tickets 
and other operations are carried on without pennies except for 
drawing and recording of the check. The penny differences are 
not indicated on each distribution sheet. One posting ticket is 
prepared for the total of these at the conclusion of a month’s 
work. One additional control might be mentioned. Distribution 
sheets are machine processed in batches of approximately 50 
with a proof sheet developed for each batch. The total of dis- 
tribution charges on this proof sheet is required to be within $5 
of the actual amount or the underlying data is to be checked 
back. (In practice it has been found that variances seldom ex- 
ceed the $5 limit or the $2 limit for individual distribution 
sheets mentioned above). 


Journal entries are processed by the company in a manner 
similar to that followed with respect to vendors’ invoices. All 
amounts are entered in the journal entry in even dollars (except 
as they affect those general ledger accounts carried in exact 
amounts). 

The last line of each journal entry voucher is designated for 
a balancing entry to the penny-elimination account. Distribu- 
tion tickets are prepared based on each journal voucher as in 
the case of vendors’ invoices and are balanced and entered in 
batches of fifty. 
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Shall We Mechanize ? 


By D. B. WATSON 
J. D. Woods & Gordon Limited 





The author holds that there are many instances of 
improper mechanization in large companies as well as 
small. He analyzes the reasons and then suggests a check 
list for considering the cost of a machine installation. 








The Royal Navy recently issued the following instructions 
for the storage of torpedo war-heads: “It is necessary for tech- 
nical reasons that these war-heads should be stored with the 
top at bottom and the bottom at top. In order that there may 
be no doubt as to which is the top and which is the bottom, the 
bottom of each war-head will be labelled with the word “TOP”. 


This instruction, which probably cost serveral hundred 
dollars, if we include the costs of preparation, paper, trans- 
mission, handling, filing, and associated overheads, is rather 
typical of some of the thinking we find to-day in certain offices 
regarding mechanization, Many persons view machines as the 
panacea of all troubles, and are prepared to turn an office upside 
down if they can fit a machine in somewhere during the process. 

For many years methods men have had a rule about office 
costs, which was summarized by George Vanderbilt of The 
Standard Oil Company, as follows: 

“All business and Government organizations move and are 
controlled by a steady stream of paper. Control and simplify 
the flow of that paper and you will materially reduce costs.” 


Business as a whole, and the accounting profession in par- 
ticular, has done much to try to implement this rule. However, 
in spite of everyone’s efforts, paper work has not been reduced 
but, on the contrary, has increased to such an extent that the 
clerical force required to cope with it is becoming fantastic. For 
instance, the U.S. Bureau of Labor Statistics indicates that since 
1920 the clerical force in that country has trebled, while the 
total of others gainfully employed has increased only by one- 
third. Putting it another way, in 1900 one worker out of 160 
was in a clerical occupation. In 1930 one out of every 12 was in 
clerical work. By 1950 one out of 8 was a clerical worker. There 
is little doubt that figures for Canada would show the same 
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alarming trend. As you gentlemen know well, alarming is not 
too strong a word for this trend, as it is one of the main causes 
why overhead costs are continually rising. It is only because of 
people such as yourselves, who bring the attention of Manage- 
ment to the cost of all this paper work, that steps are taken to 
reduce it. And if it were not for machines in the office these 
overhead charges would be even larger. 

In this connection the accomplishments of the office equip- 
ment industry have been remarkable, and very much has been 
done by them to develop machinery that will process, quickly 
and accurately, records that previously had to be prepared 
manually. However, the multiplicity of office records, the dif- 
ferent types of, for instance, cost records, the ever present need 
for interpreting and classifying, and the different methods of 
handling, mean that each organization’s needs differ in some 
respect from all others. These differences in requirements pre- 
sent problems every time the mechanization of a process is 
under review. Other applications can only be considered as a 
general guide, because very few proposed applications are 
exactly the same as any others, The result of these variations 
is that the machine manufacturers have been unable to special- 
ize, but have had to produce machines that are flexible, with a 
consequent loss of efficiency on a particular application in cer- 
tain cases. 

Owing to these difficulties mechanization is often wrongly 
applied and complicated procedures have to be established, due 
to the incorrect use of a machine, or the use of an incorrect 
machine, to carry out work that could be done in other ways 
more simply and at lower cost. ; 

The first thing of course is to decide whether the real 
answer to the question of mechanization is the changing of the 
entire system, instead of part of the detailed procedure. We 
may be asking the proposed machine to do things which are 
really unnecessary, but which have been done by hand for so 
long that they are considered a vital part of the system. For 
instance many people, even to-day, are buying machines solely 
to maintain accounts payable ledgers, while others have dis- 
covered that they do not even need an accounts payable ledger. 

Unjustified mechanization can often be traced to one of 
the following reasons, all of which can be classified either as the 
failure to obtain all the facts, or the failure to evaluate them 


properly. 
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1. “Keeping Up With the Jones’.” This applies as much 
in business as it does to our private lives. Because some busi- 
ness friend has installed a machine and improved his results, 
it does not mean that we would get the same advantages. The 
present craze for electric typewriters is an example of this. 
Although the electric typewriter is a wonderful improvement in 
very many cases, its installation can not always be justified as 
a matter of course. 


2. The fascination of action and apparent smoothness of 
operation of a machine. We look at equipment in operation, 
and it appears to have such wonderful possibilities that we feel 
its use must bring better results. However, we may find after 
careful analysis that the preparatory work required is sufficient 
to question seriously the net advantage from the operation. 
Consider for instance the use of addressing equipment to write 
names on a payroll journal. You may consider this such a fast 
operation, compared with a typist, that the comparison is 
absurd. Yet, up to about 200 names, a good typist will beat an 
addressing machine, if all the make-ready time is considered. 


3. And the final, and perhaps the most frequent cause of 
improper mechanization, is over-selling. The office machine 
salesmen of to-day are, on the whole, high quality, well edu- 
cated, career men, who are not out to make a fast buck, but 
who have come to sell a service, rather than just a machine. 
In addition the companies they represent are of the highest 
integrity and reputation. However, don’t let us forget that the 
representative himself is sold on the machine and his views are 
naturally biased. If, in his opinion, his equipment can be used 
and produce better results than at present he cannot be blamed 
for trying to sell the equipment, even though he himself may be 
aware that you could do just as well by re-arrangement of work, 
improvement of scheduling, or better training, without buying 
the machine at all. 


There are very many examples of improper mechanization, 
but the one I like is that quoted by George Vanderbilt. He says 
that his company decided to mechanize their accounts receiv- 
able operation. They replaced 4 clerks by 2 machine operators, 
two and a half clerks, $5,000 of equipment and a doubled sta- 
tionery cost. The results gained were room for expansion, better 
looking statements, and above all they were up to date. Some 
of their competitors continued with the old methods for another 
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five years, and he could see no appreciable gain in business 
resulting from the change. 

Another example of poor mechanization can often be found 
in microfilming. Do not be oversold on this subject. The process 
is extremely expensive and inconvenient. There are many situa- 
tions where it is invaluable and some where it is the only 
answer, but often better results can be obtained by using a more 
realistic policy for the destruction of records. 

Perhaps one of the most frequently cited uses for mechani- 
cal bookkeeping is in the preparation of payrolls. Enormous 
machines, with their price in proportion, are sold for this pur- 
pose, and yet several large companies with a payroll of 2,000 
employees and more, achieve the same or better results with 
the one-write peg board system and a cheap adding machine. 
In this case they have found that the bottleneck of payroll 
preparation, which is always working to a tight deadline, can be 
removed by spreading the work over a number of clerks for a 
short period, instead of relying on one high speed all-embracing 
machine that is liable to break down at the critical moment. 
These machines are the only answer in certain situations, but 
be quite sure yours is one of these situations. 

The problem therefore is “when are we justified in the use 
of machines?” The Canadian Business Equipment Manu- 
facturers’ Association clearly do not consider this a problem 
at all. In advertising the C.N.E. equipment show this year they 
featured this sentence: 

“No one should be engaged at a task which a machine can 
perform.” This is so obviously incorrect that I am surprised 
they even considered such a statement. Unfortunately some of 
the individual manufacturers go farther and say: “If a task can 
be performed on a machine, it is wrong to do it any other way.” 
Let us therefore try to forget what the salesman tells us, and 
evaluate the situation on our own, using his expert knowledge 
for technical assistance only, and weighing the advantages he 
praises with the disadvantages only we can think of. 

First, let’s tabulate our needs and the valid reasons we can 
find for mechanization. With this list we can review our present 
system, and determine what advantages we will gain from 
mechanization. And all the time, as we look at each require- 
ment, we must ask ourselves “why”. “Why do we have to carry 
out this process”, ‘why do we have to do it this way”, “why do 
the results have to be in this form”, etc. 
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Among the main causes for turning to machines the follow- 

ing are the most important: 

1. To reduce costs. This is probably the main factor con- 
sidered. There are many examples, including the ability 
to produce totals and cross additions as a by-product, 
writing several documents at the same time, reducing 
the clerical staff, etc. 

2. To improve accuracy and speed. Adding and calculat- 
ing machines are obvious examples. 

3. To relieve peaks and bottlenecks. This could be in- 
cluded under cost reduction, but as it is a special prob- 
lem, I am listing it separately. 

4. To obtain better control. Cheque protecting and sign- 
ing machines are one example. Certain uses of punched 
card machines, which can provide better and more 
complete statistics are another. However, we must be 
sure that the statistics produced will really be used to 
improve the management of the business and not just 
be filed as “Information”. 

5. To eliminate monotony or fatigue. Addressing and 
postage machines are examples, although probably the 
main reason for introducing these is to reduce clerical 
costs. 

6. To improve appearance. Machine written statements, 
invoices, cheques and reports are good examples. 


To evaluate our reasons for introducing a machine we 
must decide what we can afford to pay for better quality, better 
control, for the reduction of monotony or for improved appear- 
ance. We must also consider how long we will be paying for 
the machines, by contrasting potential savings with the cost of 
the machines and their installation. And finally, we must estab- 
lish the point at which obsolescence will become important. 

In addition to costs we must consider how permanent the 
revised procedure is likely to be. Here you are really on your 
own, as you must take into account the economic situation of 
the company, the stability of operating policies and techniques, 
the requirements for quality, and the degree of accuracy neces- 
sary. Here the experiences of other companies are unlikely to be 
helpful. However there is little point in purchasing elaborate 
machinery for an operation which will be abandoned shortly 
and it is therefore important to consider these matters carefully 
and obtain all the information available. Before you can evalu- 
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ate a suggested change it is of course essential to obtain accurate 
costs, both for the present and the proposed methods. It is 
especially important to include all the costs of the proposed 
system, as it is easy to forget such things as the value of forms, 
etc. that will be made obsolete, and the cost of training oper- 
ators, etc. 

In assembling these costs don’t forget to include the weak- 
nesses, lack of control and production standards of the existing 
method. If there is poor planning and scheduling, or if there is 
much idle time or the standard of training is insufficient, or 
forms, supplies and layout are not the best under the present 
methods, consider first how present costs could be reduced by 
rectifying these features and handling the work as it should be 
done, without adding a machine. What I am getting at is that 
it is not correct to include in the savings to be gained from a 
proposed machine installation, savings which could be obtained 
without the machine. 

I would like to give you now a check list you can use before 
you make up your mind about a mechanization problem. It is 
really a list of items, some of which are often forgotten, which 
should be considered when stating the costs of the new system. 
You may find that some of the items mentioned do not apply in 
all circumstances, and I expect you will be able to think of others 
which should be added. However, it may help, to remind you of 
some of the things I have been talking about. 

Check List for Considering the Cost of a Machine Installation 

1. How much additional help and overtime will be required 
during the installation period? 

2. During installation must a dual system be maintained? 
How much will this cost? 

3. What will be the cost of training present employees? 

Will the requirement for specially trained operators make 

replacements hard to find? 

5. What differences in pay will be required? 

6. How much preparatory or additional work will be re- 
quired from workers not previously considered part of the 
routine? Will they need any special training? 

7. How much additional supervisory work will be needed for 
planning, scheduling, checking and follow-up? 

8. What will be the cost of special stationery, ribbons, ink, 
etc. for the proposed equipment? 
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10. 


HY. 


12. 


13. 


14. 


15. 


16. 
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What will be the cost of maintenance? 

What will happen if repair service cannot be obtained 
within (say) three hours? 

What is the unrealizable value of the forms, equipment and 
supplies made obsolete? 

Can the proposed system handle all exceptions which may 
occur? If so, to what degree will the exceptions reduce 
the efficiency of the new method, and what will be the 
cost? 

What effect will mechanization and any proposed pro- 
duction line techniques have upon the morale of em- 
ployees? Will a reduction of morale, teamwork and interest 
in the job lead to a higher turnover and less production? 


How will the proposed changes fit into the long term needs 
of the organization? 


Can the new equipment be used for other purposes if 
changes in the organization eliminate the need for the 
method? 


Over what period are you planning to regain your installa- 
tion costs? Will it matter if a better machine is developed 
before this period has elapsed? If so, should the period be 
shortened? 


In conclusion I want to emphasize what you, as cost ac- 


countants, must know already. Unsound practices and ineffi- 
cient methods in the office will increase costs just as effectively 
as sloppy work in the factory. Machine methods can be in- 
efficient and costly, and it is most important to see that they are 
applied only where they serve a useful purpose. 
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A Record Retention and Destruction Program 
By EUGENE R. HARRISON, 


System and Methods Supervisor, Deere & Company 





What to do about inactive records is a perennial 
problem of some magnitude in most companies. In this 
article the author describes the organizational plan and 
policy adopted by one company to determine what 
records should be retained or destroyed, and what to do 
about the former. 











This paper concerns a company of some size which has 
decided that something should be done with regard to estab- 
lishing a definite record retention and destruction program. 
Much of the material now in storage at this company has been 
placed there without regard to its future use or importance. 
Neither a record nor knowledge exist with respect to some of 
the inactive matter. 


It is generally acknowledged that the cost of storage fa- 
cilities together with the expense of properly handling and 
controlling inactive records is considerable. It is also recog- 
nized that the failure to have available certain records may, 
at times, prove very costly. For that reason a common practice 
is to preserve most documents regardless of their possible future 
value. 

At first consideration of a record retention program, it 
would appear that several courses of action are available with 
regard to this problem of inactive records. Three apparent 
solutions are listed below: 

1. An inventory of the material now consuming any ap- 
preciable storage space with a current house-cleaning 
of the matter determined to be worthless. This pro- 
cess to be then repeated every five or ten years. 


2. Emphasis on a departmental destruction policy with 
both the decision as to retention and the physical stor- 
age or destruction largely a departmental function. 


3. The establishment of a definite organization within a 
company to: 
(a) Review the various aspects of the problem. 
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(b) Formulate policies and render a final decision on 
retention schedules. 


(c) Be responsible for the proper execution of a 
record keeping and destruction program. 


It is, of course, understood that under any program steps 
would first be taken to determine and approve both legal and 
operating minimum periods of retention for all classes of 
material. 

As indicated above, the scope of a records retention pro- 
gram may be limited to what is in effect the actual destruction 
of valueless records; or it may embrace the study and execution 
of modern methods of temporary and permanent storage, the 
physical handling of matter in and out of storage; and the 
maintenance of such records as may be required to catalogue 
and control both destroyed and retained material. 

It appears that the matter of record keeping and disposal 
is of sufficient importance to merit, first, a thoughtful and com- 
plete study of the problem; second, the formulation of future 
company retention policies; third, an integration of all company 
units with respect to the problem; and, fourth, provision within 
an organization of some one individual to execute whatever pro- 
gram and policies may be adopted. 

We believe that the above program may best be carried 
out under a committee or semi-centralized type of set-up, and 
we are, thereby briefly outlining a suggested permanent course 
of action. At the end of this report certain immediate steps are 
recommended. 


Organization 


1. Establish a records committee consisting of at least 
three of the following: 
General Office Manager 
Chief Accounting Officer 
Legal Department Representative 
Sales Department Representative 
Production Department Representative 
If the committee was composed of a minimum of three 
people, it would probably consist of the first three named 
executives. 
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2. Upon formation of a committee that committee should 
immediately appoint someone to serve as an operating records 
supervisor. 


It is expected that the committee activities would be large- 
ly limited to an initial determination of policies and procedures 
together with a review and final approval of all suggested re- 
tention schedules. While primarily responsible to the com- 
mittee, the operating supervisor would work under either the 
direct or delegated authority of the office manager. 


If a company has more than one operating unit, it is sug- 
gested that the supervisor appointed by the records committee 
be responsible to that committee for the proper execution within 
the various units of all company-wide policies which may be 
formulated. However, each unit should appoint one of its own 
members to work the records supervisor and to be responsible 
for the execution of the program within its own unit. 


Phase 1 — Formulation of a Retention Schedule 


The first phase of a records program would embrace all 
of the activities necessary to compile the information and data 
which might be required by the committee before they would be 
in a position to establish basic policies and period of retention. 
No doubt some sort of a memorandum covering the proposed 
activities under this program should be prepared by the com- 
mittee and distributed to all concerned. It would then be the 
duty of the supervisor to proceed along the following lines: 


1. Work closely with each department head. A duplicate 
list of the records retained for more than one year by that 
department would be compiled. This list should show for each 
record: 

(a) Form number and/or a brief description of the form. 

(b) The originating department. 

(c) The copy number or numbers retained by the 

department. 

(d) The period for which the record is now retained. 

(e) The location of present storage. 

(f) Approximate space now required. 


Additional columns for subsequently listing the retention 
schedule coding, legal retention period, departmental reten- 
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tion recommendation, final committee approved period, and 
the storage locations should be provided. 

2. Using the above list as a basis, the supervisor with the 
assistance of members of the committee would prepare a master 
list of records by type, i.e. a listing of records under such sub- 
jects as payroll, purchasing, expenditures, auditing, etc. This list 
should carry columns for inserting the legal retention period 
and the period which is finally decided upon. It will constitute 
a master schedule for both present and future classification of 
all material on the department list. 

3. The legal department representative on the committee 
should then set up the necessary legal retention periods as may 
be required for the classes of records listed on the master 
schedule. 

4. The classification code and legal period of retention 
should then be transcribed to the department list of records 
previously obtained. After this is done the list would be gone 
over with the department manager for a review of the records 
listed in order to determine if present retention periods should 
be revised, 

5. After the department list and master schedule have 
been prepared as outlined above, it would be necessary for the 
committee to establish and approve retention periods for all 
types of matter listed on the master schedule. This list will 
serve as a basis for determining the period of storage for each 
item listed on the department schedule. 


It is very likely, however, that certain items on the depart- 
ment list will not fall into a main classification and would, there- 
fore, have to be considered separately. In setting up retention 
periods, it is suggested that the recommendations of the depart- 
ment managers should be generally followed. It is understood 
that they should have a better knowledge than anyone else of 
their requirements of inactive records from an operating stand- 
point. However, it is only a natural habit for any individual to 
unduly reserve the records which he originates or uses, and it is 
quite possible that a number of instances will occur where the 
committee is not in agreement with a department manager’s 
recommendations. We believe that such differences could be 
worked out through a meeting of both parties. 


6. It is suggested that a plan of all permanent storage 
rooms should be prepared showing the shelving and space 
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available therein. The tiers or sections of shelving should be 
numbered for storage reference. 


Phase 2 — Destruction and Storage of Records 


After the above steps have been completed, the second 
phase of execution of the policies established would take place. 
This involves the physical handling, destruction and storage of 
material. It is proposed that this second phase be separated as 
between a planning and operating function. The records super- 
visor would constitute the planning division and it should be his 
responsibility to: 

1. Study and recommend to the committee various 
methods and equipment for keeping records. This would em- 
brace the different types of files that could be used, considera- 
tion of micro-filming and whether material should be retained 
in the department or the archives room. 

2. Determine what records or forms will be required to 
effect both control and quick reference of storage material and 
set up the necessary procedures for the handling and control of 
these records, 

3. Supervise to whatever extent may be necessary the 
actual transfer and/or destruction of records. 


We believe that it would be advisable for all transfer of 
storage material to the archives to clear through some one in- 
dividual. As suggested above, a certain amount of clerical work 
would be involved in recording the receipt and for providing a 
reference file on stored material. It would appear that someone 
operating directly under the supervision of the unit’s office 
manager could be delegated to handle this part of the work. 


Phase 3 — Research 


A third phase of record keeping involves a study of current 
and temporary filing procedures. The pros and cons of a central 
filing department should be studied. It is expected that the 
supervisor of records might give assistance to all departments 
in an effort to eliminate extraneous material from ever getting 
into the files. The wastebasket is still the best file for useless 
forms. It cannot be expected that the record supervisor will be 
able to individually follow a complete research program, but he 
should be able to gather some material and knowledge of filing 
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methods through the fulfillment of his duties as an operating 
supervisor. 

Filing usually involves some kind of a preliminary sort of 
material and these two operations are both costly and time- 
consuming. The possible savings that might be affected in this 
phase of record saving is very large. 


Summary 


The above proposals cannot be carried out overnight. They 
suggest a company-wide attack on an office function which 
often received very little past consideration. Record keeping 
is as much of, if not more a part of the program as is record 
destruction. As stated above, it is recognized that an over-all 
policy will take considerable time to inaugurate. It is also 
recognized that certain immediate destruction of records might 
be expedient and that the following additional steps may sup- 
plement the entire program: 

1. Make a list of all bulk material now stored in the 
archives. 

2. Do not attempt to classify or arrive at a definite period 
of retention for such material but obtain either a committee or 
executive ruling on that part that is worthless and may there- 
fore be discarded. 

3. Immediately destroy all material determined to be 
worthless without any attempt to set up a record of the matter 
that will be disposed. 
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ACCOUNTING | — 1951 
Question 1 
List and discuss briefly the advantages and disadvantages of the 
corporate form of conducting a business as compared to that of a partner- 
ship. Ignore income tax considerations. 


ACCOUNTING | 


Answer to Question 1 
The primary advantages of the corporate form of conducting business 


arose out of the extent to which the corporate form of business organization 
was able to remove the primary disadvantages of the partnership form of 
organization both from the standpoint of capital accumulation and ad- 
ministration. The following advantages may be listed as applicable to the 
corporate form of conducting a business: 
(1) Limited Liability 

As the corporation is a separate legal entity its liability to outsiders 
covering contracts is unlimited, being similar to the liability of an ordinary 
individual for contracts entered into. The only limitation placed on the 
liability is the extent of the assets to which the company holds title. The 
liability of the shareholder is limited in respect to the creditors of the 
corporation to the amount of the contribution which they have agreed to 
make on the purchase of shares, in the same way as any third party liability 
is limited. In the partnership the law does not recognize the partnership 
form of organization as a separate entity and, therefore, the creditors, in 
dealing with the partnership legally, are dealing with the individual part- 
ners who by law cannot limit the extent of their liabilities to the amount 
of their investment in the partnership, but have unlimited liability to the 
extent of the assets to which they, as individuals, hold title. 
(2) Independent Entity 

As the corporation is a separate legal entity created by law it is sep- 
arate and distinct from the shareholders. In this capacity it can perform 
transactions in its own name and can enter into contracts with outsiders 
and with the shareholders. In the case of a partnership, the law refuses to 
recognize the partnership as an independent entity and, therefore, the part- 
ners are prevented from dealing with the partnership and the law specific- 
ally provides that mutual agency shall exist between or among the various 
partners which renders each partner mutually liable for the acts of any one 
of the partners. 
(3) Perpetual Life 

Although the corporation may be limited by the terms set out in its 
charter covering the length of its life, normally the corporation is con- 
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sidered te have unlimited life as a separate legal entity. The advantage of 
this cheracteristic of the corporation is reflected in the ability of the 
corporation to make long term contracts. In the case of the partnership, 
the death or disability of a partner as well as disagreement as between the 
partners may result in a dissolution of the partnership since the partner 
constitutes the partnership. In the case of the corporation the shareholder 
is not the company and, therefore, the company is not affected by the acts 
of the individual shareholder. 


(4) Transferability of Ownership 

In the case of the corporation the shareholders are separate and dis- 
tinct from the corporation and hold evidence of assets turned over to the 
corporation in the form of shares. As these shares are the private property 
of the shareholder, they may be transferred by the shareholder without any 
effect as far as the corporation is concerned. This characteristic allows the 
individual shareholder to transfer his shares freely without any effect upon 
the corporation. In the case of the partnership, which is not considered 
legally to be a separate entity, the transfer of ownership by the partner 
constitutes a change in the partnership and, therefore, a dissolution of the 
partnership. 


(5) Centralized Administration 

The law creating the corporation as a separate legal entity provides 
for the administration of this entity through the medium of a board of 
directors who are elected at the annual shareholders meeting by the share- 
holders exercising their right to vote which is attached to the shares which 
they hold. Once the board of directors have been elected they act as the 
company’s agents in carrying out the powers which the company has and 
only in extreme cases can the shareholders exercise any direct authority 
over the directors and only under circumstances where the shareholder 
holds a proportionate interest in the total share capital which will enable 
him to exercise such authority. This situation results in the administration 
of the corporation being carried out by the board of directors. This pro- 
vides for a centralization of authority in the board of directors. In the case 
of the partnership the aspect of mutual agency arising from the fact that 
the law does not recognize the partnership form of organization as a sep- 
arate legal entity prevents the provision for a centralized administration in 
that each partner has an equal right in the administration of the 
partnership. 


(6) Accumulation of Capital 

The various characteristics which have been previously mentioned 
provide for the accumulation of capital which is not possible under the 
partnership form of organization. 

The following disadvantages of corporate form of organization exist as 
compared to the partnership form of organization: 


(1) Legal Requirements 

Since the corporation is a legal entity created by law its formation 
and administration involves certain legal formalities which are not en- 
countered in the case of the partnership. A partnership may change its 
capital at will and may distribute its profits without formality. 
(2) Restrictions as to Activities 
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A corporation is limited to performing the activities specified in its 
charter whereas, normally, the partnership has no such limitations. Norm- 
ally the charter of the limited company gives the company very wide 
powers and, therefore, this disadvantage is not very significant. 


(3) Divorcement of Ownership from Control 

In the case of the corporation the shareholders who provide the 
necessary capital of the corporation exercise control only to the extent of 
their right of vote applied at the annual shareholders meeting and the 
actual control of the corporation is vested in the hands of the board of 
directors and the officers of the company to whom the board of directors 
delegate a certain degree of responsibility. Frequently the board of di- 
rectors and officers may exercise their control in a manner which would 
differ from the exercise of this control if it were vested in the hands of the 
shareholders who provide the capital. In the case of the partnership the 
owners are responsible for the administration and this situation would not 


exist. 


Comments 

In general the answers to this question were quite satisfactory except 
that in a majority of cases the answers did not carry a discussion which was 
required in the question. In certain cases it was quite evident that the 
student failed to recognize the exact nature of the corporate form of 
organization and the purposes which existed in its formation which are, 
namely, to remove certain of the drawbacks of the partnership form of 
organization which hindered the accumulation of capital and which was 
becoming necessary in the expanding business organization. 





COST ACCOUNTING 


Comments by A. V. HARRIS, C.A., R.LA. 
ADVANCED COST ACCOUNTING 
Paper No. 2 
QUESTION 1 (17 Marks) ‘ 
You are asked by the Uner Manufacturing Co.: 
(a) To forecast a monthly profit and loss statement for the two 


months ending 28th February, 1951. 
(b) To estimate the cash position at the end of each of these two 


months. 
The general ledger trial balance at 31st December, 1950, is as 


follows: 


(OAT) | i re 1,000.00 
Accounts receivable: 
Domestic ........ Javsrosssersseesencage 100,000.00 
Export (50% Nov. 
50% Dec.) ....... ; 160,000.00 
260,000.00 
Merchandise Inventories ............. . 900,000.00 
Land, Buildings, Plant, etc. Sukie : 500,000.00 
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Reserve for depreciation 
Bank Loan ati bs titi 
Accounts Payable (due in Jan.) 
Commission Payable (due in Jan.) 
% 1st Mortgage bonds 

payable 15th Nov., 1957 . 
Accrued bond interest payable .................... 
Share Capital 

(par value $100 per share) ................ 
Earned Surplus . 


$ 149,375.00 
140,000.00 
200,000.00 

6,000.00 


200,000.00 
1,250.00 


500,000.00 
464,375.00 





$ 1,661,000.00 
Sales are estimated to be as follows: 
Domestic 
January . $ 90,000.00 
February ..... hats . 100,000.00 


Gross profit on sales is estimated to be: 
Domestic: ..........0:<0.:0 . 20% of sales 
Export - 10% of sales 

Manufacturing costs are estimated as follows: 


$ 1,661,000.00 


Export 
$ 80,000.00 
90,000.00 


Material Labour Mfg. Expenses 
January ...... $80,000.00 $55,000.00 $65,000.00 
February 80,000.00 55,000.00 65,000.00 
and are paid as follows: 
Material — in following month 
Labour and Mfg. Expenses — 40% in current month; 


60% in following month. 


Bank interest is payable before the end of each month and is estimated 
to amount to $500 and $560 for January and February respectively. 


Administration expenses are estimated at 4% of monthly sales up to 
$190,000.00 and at 3% of monthly sales over this amount, and are payable 


40% in current month, and 60% in the following month. 


Commissions of 3% on export business and 4% on domestic business 


are payable during the month following shipment. 


Bond interest is payable once a year on 15th November. 


Domestic accounts receivable are paid in full before the end of the 


month following shipment. 


Export accounts receivable are paid for in the second month following 


shipment. 


Solution to Question No. 1 
The Uner Manufacturing Co. 


Statement of Estimated Profit and Loss for the two months 


ended 28th February, 1951. 





Sales January February Total 

Domestic . $ 90,000.00 $100,000.00 $190,000.00 

Export 80,000.00 90,000.00 170,000.00 
$170,000.00 $190,000.00 $360,000.00 
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Gross Profit: 
Domestic 
Export 


Expenses: 
Commissions 
Domestic 
Export 
Administrative Expense 
Bond Interest 
Bank Interest 


Net Profit 


$ 18,000.00 
8,000.00 
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$ 20,000.00 
9,000.00 


$ 38,000.00 
17,000.00 





$ 26,000.00 


$ 29,000.00 


$ 55,000.00 





$ 3,600.00 
2,400.00 
6,800.00 

833.00 
500.00 


$ 4,000.00 
2,700.00 
7,600.00 

833.00 
560.00 


$ 7,600.00 
5,100.00 
14,400.00 
1,666.00 
1,060.00 





$ 14,133.00 


$ 15,693.00 


$ 29,826.00 





$ 11,867.00 


$ 13,307.00 


The Uner Manufacturing Co. 


Statement of Estimated Cash Position for the two months 
ended 28th February, 1951 


Cash Receipts 
Collections — Domestic 
Foreign 


Cash Disbursements 
Accounts Payable 
Commissions 
Materials 
Labour 
Factory Overhead 
Administration 
Bank Interest 


Reduction of Cash 
during month 
Cash Position at beginning 
of the month .... 


Net Cash Position at 
end of month 


January 


....$100,00.00 


80,000.00 


February 


$ 90,000.00 
80,000.00 


Total 


$190,000.00 
160,000.00 





$180,000.00 


$200,000.00 
6,000.00 


22,000.00 
26,000.00 
2,720.00 
500.00 


$170,000.00 


6,000.00 
80,000.00 
55,000.00 
65,000.00 

7,120.00 

560.00 


$350,000.00 


$200,000.00 
12,000.00 
80,000.00 
77,000.00 
91,000.00 
9,840.00 
1,060.00 





$257,220.00 


$213,680.00 


$470,900.00 





$ 77,220.00 


139,000.00 


$ 43,680.00 


216,220.00 





$216,220.00 


$259,900.00 








